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SUBJECT: CONVERSATION WITH CHANCELLOR HEALEY ON ANTI- 
INFLATION PROGRAM AND H.M. TREASURY REORGANIZATION 

SUMMARY: CHANCELLOR APPEARS GENUINELY OPTIMISTIC THAT 
THE GOVERNMENT'S ATTACK ON INFLATION WILL WORK AND THAT 
THE MAJOR UNIONS WILL COOPERATE. HE HAD JUST WON AN INTER- 
NAL BATTLE AFTER LENGTHY TALKS WITH THE CABINET ON PROPO- 
SALS TO CONTROL PUBLIC EXPENDITURE OVER THE MEDIUM TERM 
AND SEEMED CONFIDENT THAT THE CABINET IS FIRM IN ITS 
RESOLVE TO DEAL WITH INFLATION AND INCREASE PRODUCTIVITY. 
EVEN AT THE COST OF ALLOWING UNCOMPETITIVE FIRMS TO FAIL. 

END SUMMARY. 

1. DURING BRIEF DISCUSSION ON AUGUST 4 WITH FINANCIAL 
ATTACHE, CHANCELLOR HEALEY EXUDED CONFIDENCE THAT THE GOV- 
ERNMENT'S PROGRAM TO REDUCE THE RATE OF INFLATION TO 10 
PERCENT AT AN ANNUAL RATE BY NEXT SEPTEMBER WILL BE GENER- 
ALLY SUCCESSFUL. HE SAID THE UNIONS, INCLUDING THE MINERS 
ARE AGREED ON THE NEED TO SUPPORT THE GOVERNMENT'S PROPO- 
SALS. HE SEEMED MORE CONCERNED ABOUT THE MEASURES THAT 
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CURRENT PROGRAM. HE HAD SPENT A FOUR-HOUR SESSION WITH 
THE CABINET AT CHEQUERS THAT MORNING DISCUSSING THE NEED 
TO CONTROL AND REDUCE PUBLIC EXPENDITURE DEFICITS AND OB 
VIOUSLY CONSIDERED HE HAD WON A BATTLE. MOST OF THE BUDGET 
REVIEW DEALT WITH MEDIUM-TERM SPENDING PLANS, BUT THE 
CHANCELLOR DID SAY THAT THERE WOULD BE MORE FAILURES OF 
UNPRODUCTIVE FIRMS THAT COULD NOT SURVIVE IN A COMPETITIVE 
CLIMATE AND THAT THE GOVERNMENT WOULD NOT BE PROVIDING 
THEM WITH ARTIFICIAL RESPIRATION. 

2. THE CHANCELLOR EXUDED CONFIDENCE, HOPED THAT WITHIN 2 
TO 3 YEARS HE WOULD HAVE THE U.K. FIT AND COMPETITIVE. HE 
ACKNOWLEDGED THAT HE WAS TIRED PHYSICALLY AND HOPED HE 
WOULD HAVE THE STAMINA TO PERSONALLY MAINTAIN THE EFFORT. 

3. HE BRIEFLY ALLUDED TO THE FORTHCOMING REORGANIZATION OF 
H.M.TREASURY (DETAILS BY SEPTEL) SAYING IT WOULD PUT H.M. 
TREASURY MORE DIRECTLY INTO CONTACT WITH THE INDUSTRIAL 
SECTOR OF THE ECONOMY. HE REPORTED THAT W.S. RYRIE OF HM 
TREASURY IS BEING NAMED TO REPLACE TONY RAWLINSON IN WASH- 
INGTON (WITH RYRIE TAKING UP RESIDENCE IN MID-OCTOBER); 

THAT RAWLINSON WOULD BE ASSIGNED TO THE DEPARTMENT OF IN- 
DUSTRY AND THAT ALAN LORD WOULD BE SHIFTING FROM THE DE- 
PARTMENT OF INDUSTRY TO H.M. TREASURY AS A NEW SECOND 
PERMANENT SECRETARY CHARGED WITH INDUSTRIAL POLICY AND THE 
DOMESTIC ECONOMIC SECTOR. THE CHANCELLOR ACKNOWLEDGED 
THAT LORD CAN BE ABRASIVE BUT INDICATED THAT HE SEES LORD 

AS A STRONG CHOICE TO BE THE EVENTUAL SUCCESSOR TO SIR 
DOUGLAS WASS, CURRENTLY PERMANENT SECRETARY IN H.M. 
TREASURY. 

RICHARDSON 
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